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SUB J : SINO-JAPAN LONG TERM TRADE AGREEMENT 
REF: PEKING 2833 

1 . SUMMARY. INTENSIVE NEGOTIATIONS FOR THE CONCLUSION 
OF A SINO-JAPAN LONG TERM TRADE AGREEMENT HAVE TAKEN 
PLACE IN PEKING DURING THE LAST WEEK BUTW HAVE NOT YET 
RESOLVED ALL OUTSTANDING ISSUES. THE JAPANESE HAVE 
AGREED TO STEADILY INCREASING IMPORTS OF PRC PETROLEUM. 

RISING TO FIFTEEN MILLION TONS BY 1982. THE LEVEL OF 
COAL IMPORTS REMAINS TO BE DECIDED UNTIL JAPANESE 
TECHNICIAN CAN ASSESS A NEW CHINESE COKING COAL MINE. 

FINANCING ARRANGEMENTS FOR THE PRC PURCHASES WERE DISCUSSED 
ONLY IN GENERAL TERMS AND NO AGREEMENT WAS REACHED. 

SIGNING OF THE AGREEMENT NOW IS NOT EXPECTED BEFORE 
FEBRUARY OR MARCH OF NEXT YEAR. END SUMMARY. 

2. YOSHIHRO INAYAMA LEFT PEKING AFTER A WEEK 
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OF INTENSIVE NEGOTIATIONS ON THE SINO-JAPAN 
LONG TERM TRADE AGREEMENT. WHILE THERE WAS 
SOME SPECULATION THAT AN AGREEMENT WOULD BE 
REACHED ON THIS VISIT, WITH THE FORMAL SIGNING 
TO TAKE PLACE LATER IN DECEMBER, SEVERAL 
OUTSTANDING ISSUES STILL REMAIN. FINAL AGREEMENT 
NOW DOES NOT APPEAR LIKELY BEFORE FEBRUARY OR 
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MARCH 1978. 

3. OUR JAPANESE EMBASSY CONTACTS HAVE TOLD US 

THAT INAYAMA AGREED THAT CHINESE PETROLEUM EXPORTS 
TO JAPAN WOULD RISE FROM THE 1977 LEVEL OF 6.8 
MILLION TO 15 MILLION BY 1982. THERE WAS NO 
SPECIFIC DISCUSSION OF LEVELS BEYOND 1982. BUT 
THERE IS A GENERAL UNDERSTANDING THAT THEY WILL 
CONTINUE TO RISE. PRICES FOR PRC CRUDE WILL BE 
SET AT "WORLD LEVELS". MOST OF THE OIL WILL COME 
FROM TACHING, BUT SOME WILL COME FROM SHENGLI 
AND THE NEW NORTH CHINA FIELD. 

4. NO AGREEMENT WAS REACHED ON THE AMOUNT OF COAL 
TO BE EXPORTED. PRC WILL SUPPLY COAL FROM A NEW 
FIELD IN SOUTHERN SHANTUNG TO BE SHIPPED FROM 
LIENYUNKANG. JAPANESE EXPERTS HAVE ASKED 

TO VISIT THE MINE AND MAKE A DETAILED ANALYSIS 
OF THE COAL. STEAM COAL WILL COME FROM TATUNG. 
SHANSI, AND WILL BE SHIPPED THROUGH PEKING FROM 
CHINHUANGTAO. JAPAN HAS RECENTLY MADE A 
100,000 TON TRIAL PURCHASE OF TATUNG COAL. 

COAL SHIPPED UNDER THE AGREEMENT WILL ALSO BE 
SOLD AT WORLD PRICES. 

5. THE PRC DID NOT INDICATE THE QUANTITY OR 
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COMPOSITION OF IMPORTS FROM JAPAN WHICH IT 
ENVISIONS FOR THE FIRST FIVE YEARS OF THE 
AGREEMENT. THE CHINESE HAVE NOT YET DECIDED 
ON THE COMPLETE PLANTS THEY INTEND TO IMPORT. 
DISCUSSIONS CONCERNING FINANCING ARRANGEMENTS 
FOR PRC IMPORTS REPORTEDLY WERE GENERAL IN NATURE 
AND DID NOT RESULT IN ACTUAL AGREEMENT. 

6. COMMENT. WE ARE STRUCK BY THE FACT THAT 
INAYAMA HAD AGREED TO PETROLEUM PURCHASESS OF 15 
MILLION TONS BY 1982. JAPANESE PRESS REPORTS 

AS WELL AS OTHER REPORTS WE HAVE SEEN INDICATED 
THAT JAPANESE REFINERS AND THE ELECTRIC POWER 
INDUSTRY HAD AGREED BEFORE INAYAMA'S VISIT THAT 
THEY COULD ABSORB A MAXIMUM OF ABOUT 1 1 MILLION 
TONS EACH YEAR BY 1982. HOWEVER. IT IS LIKELY 
THAT THE PRC, COUNTING ON THE FOREIGN EXCHANGE TO 
BE EARNED BY 15 MILLION TONS OF OIL SALES EACH YEAR, 
INSISTED TO INAYAMA THAT SALES SHOULD RISE TO 
THE HIGHER LEVEL. INAYAMA NOW MUST SEEK ADDITIONAL 
OUTLETS FOR THE LARGER QUANTITY OF PETROLEUM 
BEFORE THE AGREEMENT CAN BE SIGNED. ALSO ADDING 
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TO THE DELAY IN SIGNING IS THE NEED WORK OUT 
FINAL DETAILS RELATING TO COKING COAL EXPORTS 
AS WELL AS FINANCING ARRANGEMENTS FOR PRC 
IMPORTS. 

WOODCOCK 
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